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Consolidated

At December 31, 2000 Inter- Segment  Cingular De- Reconciling As
or for the year ended Wireline  Wireless Directory national Cther Elim. Results consolidation  Adjustments Reported
Revenues from

external customers $39,709 $ 7,941 $4,251 % 320 $ 1,012 % (22)  $53,211 § (1,814) $ (23) $51,374
Intersegment revenues 182 1 29 8 86 (366) — o — —
Total segment

operating revenues 39,891 7,942 4,340 328 1,098 (388) 53,211 {1,814} {23) 51,374
Operations and

support expenses 23,659 5,348 2,017 459 644 (388} 31,739 {(1,338) 755 31,156
Depreciation and

amortization expenses 7,869 1,083 32 17 350 — 9,351 {253) 650 9,748
Total segment ]

operating expenses 31,528 £,431 2,049 476 994 (388) 41,090 (1,591 1,405 40,504
Segment operating income 8,363 1,511 2,291 {148} 104 — 12,121 {223) {1,428y 10,470
interest expense — — — — 1,638 — 1,638 (46) — 1,592
Interest income — —_ — — 187 —— 187 92 — 279
Equity in net income

of affiliates {12) 12 — 862 {1) — 861 72 (36) 897
Other income

{expense) — net — — — — 397 — 397 16 2,149 2,562
Segment income before '

income taxes 8,351 1,523 2,291 714 {951} —_ 11,928 3 685 12,616
Segment assets 66,087 14,478 2,820 12,284 57,667 (42,483) N/A {12,202) N/A - 98,651
Investment in equity

method investees (5} 232 20 9,394 2,777 — N/A (40) N/A - 12,378
Expenditures for

additions to

long-lived assets 12,093 1,467 35 —_— 140 — NIA (B611) N/A 13,124

Geographic Information
Our investments outside of the United States are primarily
accounted for under the equity method of accounting.
Accordingly, we do not include in our operating revenues
and expenses the revenues and expenses of these
individuai investees. Therefore, less than 1% of our total
operating revenues for all years presented are from
cutside the United States.

Long-lived assets consist primarily of net property, plant
and equipment; goodwill; and the book value of our equity
investments, and are shown in the table below:;

December 31, 2002 2001
United States $54,934 $57,174
Canada — 3,429
Denmark 2,689 1,959
Belgium 1.122 876
Mexico 945 1,008
France — 478
Sauth Africa 623 415
Other foreign countries 290 32
Total $60,603  $65,371

NOTE 5. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is summarized as follows at
December 31:

Lives

{years) 2002 2001

lLand — & 627 % 601
Buildings 35-45 11.168 10,645
Central office equipment 3-10 54,774 52,164
Cable, wiring and conduit 10-50 50,665 49,008
Cther equipment 5-15 9,997 10,277
Software 3 3,016 2,044
Under construction — 1,508 2,785
131,755 127,524

Accumulated depreciation and amortization 83,265 77,697

Property, plant and eguipment — net $ 48,490 $ 49,827

Our depreciation expense was $8,379, $8,596 and $8,480 for
2002, 2001 and 2000.

Certain facilities and equipment used in operations are
leased under operating or capital leases. Rental expenses
under operating leases for 2002, 2001 and 2000 were $586,
$799 and $755. At December 31, 2002, the future minimum
rental payments under noncancelable operating leases for
the years 2003 thraugh 2007 were $385, $385, $266, $205
and $175 with $310 due thereafter. Capital leases are not
significant.




SpectraSite Agreement

In August 2000, SBC and SpectraSite reached an agreement
under which we granted the exclusive rights to lease space
on up to approximately 3,900 communications towers to
SpectraSite. These leases were scheduied to close over a
period ending in 2002. SpectraSite also agreed to build or
buy an estimated 800 new towers for Cingular over the next
five years. Cingular will sublease space on the towers from
SpectraSite and will have expansion rights on a majority of
the existing towers. Cingular’s sublease payments to
SpectraSite reduce Cingular’s net income and should
partially offset the income (described below) we receive
from SpectraSite. As a resuilt, we do not expect this
agreement to have a material effect an our net income.

Under terms of the original agreement, if all communica-
tions towers were |leased by SpectraSite, we would receive
total consideration of approximately $1,300 in a combina-
tion of cash of $983 and SpectraSite common stack valued at
$325, or $22.659 per share. The consideration represents
prepayments on the operating leases with SpectraSite, is
initially recorded as deferred revenue, and will be
recognized in income as revenue over the life of the leases
and is subject to future adjustment depending on changes
in the stock price of SpectraSite. The SpectraSite shares
we received were subject to restrictions on later sale by us.
In addition, the agreement specified that we would receive
additional shares of SpectraSite stock in the event of a
decline in price of SpectraSite, up 1o a maximum of
three-fourths of one share for each share held by us at
the end of an initiaf three-year holding period.

During 2001, we received cash of $495 and SpectraSite
stock in exchange for leasing 2,665 communication towers
to SpectraSite. Also during the third quarter of 2001, we
recognized an other-than-temporary decline of $162 (397
net of tax} in the value of SpectraSite shares we received as
payment of future rents on land and wireless towers and
related equipment. This amount refiected the decline in the
stock market price of SpectraSite shares below our carrying
value, As we were required to hold the shares, we deter-
mined that we needed 10 adjust the value of the total con-
sideration received from entering into the leases to reflect
actual realizable value. Accordingly, we reduced the amount
of deferred revenue that was recorded when these shares
were originally received. This adjustment will have the effect
of reducing revenue recognized on the leases in the future.

In November 2001, we amended our agreement with
SpectraSite, We agreed to reduce the maximum number of
communication towers to be leased to SpectraSite to 3,600
and to extend the schedule for closing on tower subleases
until the first quarter of 2004. As consideration for those
maodifications, we received $35.

In June 2002, with SpectraSite stock trading at approxi-
mately $0.18 per share, we recorded another other-than-
temporary decline of $40 {$24 net of tax). The potential
maximum number of additional shares we could receive
under terms of the agreement for our holdings as of
December 31, 2002, was 7.4 miilion.

In November 2002, SpectraSite and certain of its senior
debt holders agreed to restructure its debt. To effect the
restructuring, SpectraSite filed a “pre-arranged” plan of
reorganization under Chapter 11 of the United States

Bankruptcy Code. We agreed with SpectraSite, subject to
completion of its Chapter 11 reorganization, to decrease to
approximately 3,300 the number of towers to be leased to
SpectraSite and to extend the schedule for closing on tower
subleases until the third quarter of 2004. i is not known at
this time what effect the Chapter 11 filing will have on the
value of our holdings in SpectraSite.

NOTE 6. EQUITY INVESTMENTS

We account for investments in equity affiliates under the
equity method of accounting. Our equity investments
inctude our nationwide wireless joint venture, Cingular, and
various international investments.

The following table is a reconcifiation of aur investments
in equity affiliates:

2002 2001 2000
Beginning of year $11,967 $12.378 $10,648
Additional investments 268 184 783
Cingular contributions 299 506 2,688
Equity in net income 1,921 1,595 897
Dividends received (335) {840) (376)
Currency translation adjustments 962 (528} (849)
Dispositians (867) (113) (811
Other adjustments (3.745) (1,.215) (602}
End of year $10,470  $11,967 $12,378

The currency translation adjustment for 2002 primarily
reflects the effect of exchange rate fluctuations on our
investments in TOC, Belgacom S.A. {Belgacom} and Telkom
5.A. Limited (Telkom). Dispositions for 2002 reflect the sale
of shares of Bell Canada of $719 (see Note 2), Telmex L
shares of $98, América Mdvil L shares of $40 and Amdocs
shares of $10. Other adjustments for 2002 include adjust-
ments of $2,887 and $696 resulting from our change from
the equity method to the cost method of accounting for
investments in Bell Canada and Cegetel, respectively

{see Note 2). Other adjustments for 2002 also included a
dividend from TDC that was treated as a return of capital
due to TDC's insufficient undistributed earnings.

The currency translation adjustment for 2001 primarily
reflects the effect of exchange rate fiuctuations on our
investments in Bell Canada, Telkom, Telmex and América
Movii. Dispositions for 2001 reflect our sale of TransAsia
Telecommunications, Amdocs shares and diAx A.G. {diAx).
Other adjustments for 2001 include the return of capital in
Cingular and a dividend from TDC that was treated as a
return of capital due to the nature of our investment in
TDC, where we appoint six of twelve Board members,
including the tie-breaking vote.

The currency translation adjustment for 2000 primarily
reflects the effect of exchange rate fluctuations on our
investments in TDC, Telmex, Telkom and Bell Canada.
Dispositions for 2000 include the sale of our investment in
MATAV and the sale of Telmex L shares. Other adjustments
for 2000 primarily consist of our contribution of ATL to
Telecom Américas.

tindistributed earnings from equity affiliates were
$3,929 and $2,858 at December 31, 2002 and 2001, including
$1,868 and $1,109 from Cingular.
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Wireless
We account for our 60% economic interest in Cinguiar
under the equity method of accounting in our consolidated
financial statements since we share control equally (i.e.,
50/50) with our 40% economic partner in the joint venture,
We have equal voting rights and representation on the
board of directors that controls Cingular. Cingular serves
approximately 22 million wireless customers, is the second-
largest wireless operator in the United States and has
approximately 231 million potential customers in 45 states,
the District of Columbia, Puerto Rice and the U.S,
Virgin Islands.

The following table presents summarized financial
information for Cingular at December 31, or for the pericd
then ended:

2002 2001 2000
{3 months)

Income Statements

Operating revenues $14,727  $14,108  $3,060

Operating income 2,280 2,518 381

Net income 1,207 1,692 127
Baiance Sheets

Current assets $ 2,731 % 2357

Noncurrent assets 21,391 19,873

Current liabilities 2,787 3,224

Moncurrent liabilities 13,794 13,456

Qur initial contributions to Cinguiar in October 2000
included current assets of $2,100, noncurrent assets af
$10,100, current liabilities of $1,400 and noncurrent
liabitities of $8,100.

In 2002, we entered into a related-party agreement with
Cingular to provide wholesale long-distance services to
Cingular, Revenue from these long-distance services was
approximately $123 in 2002.

At December 31, 2002, we had notes receivable from
Cingular of $5,922 bearing interest at the annual rate of
7.5%. in November 2002, we extended the maturity of the
advances from March 31, 2004, to March 31, 2605. We may
continue to extend the maturity of the advances to the
extent required in connection with Cingular's external credit
facility. This interest income does not have a material impact
on our net income as it is mostly offset when we record our
share of equity income in Cingular. The interest income from
Cingular was approximately $441 in 2002 and $555 in 2001,

in October 2001, Cingular announced it plans to begin
upgrading its network to EDGE {Enhanced Data Rates for
Global Evolution) third-generation wireless data technoiogy.
Cingular targets completion of the upgrade for the end of
2004 and approximates capital expenditures of $2,600 to
52,800 for the entire upgrade project. We expect funding
for this upgrade to be provided by Cingular.

International

Our investments in equity affiliates include a 7.6% interest
in Telmex, Mexico's national telecommunications company; a
7.6% interest in América Movil, primarily a wireless provider
in Mexico, with telecommunications investments in the

United States and Latin America; a 41.6% interest in TDC,
the national communications provider in Denmark; a2 17.5%
interest in Belgacom, the national communications provider
in Belgium; and an 18% interest in Telkom, the state-owned
telecommunications company of South Africa. TDC also
holds a 16.5% interest in Belgacom, bringing our effective
interest to 24.4%.

In the second guarter of 2002, we entered into two
agreements with Bell Canada: (1) to redeem a portion of our
ownership in Bell Canada, representing approximately 4%
of the company and {2} to give BCE the right to purchase
our remaining interest in Bell Canada. BCE exercised its
right to purchase our remaining interest in Bell Canada
during the fourth quarter of 2002. See Note 2 for a more
detailed discussion on this divestiture.

~ In 2002, we agreed to sell to Vodafone our 15% equity

‘interest in Cegetel, a joint venture that owns 80% of the

second-largest wireless provider in France. The pending
sale removed our significant influence and required us to
change our accounting for Cegetel 1o the cost method from
the equity method. With this change, the value of our
investment is reflected in the “Other Assets” line on our
December 31, 2002 Consolidated Balance Sheet. This
transaction closed in the first quarter of 2003. (See Note 2)
The following table presents summarized financial
information of our significant international investments
accounted for using the equity method, taking into
account alt adjustments necessary to canform te GAAP
but excluding our purchase adjustments, including
goodwill, at December 31 or for the year then ended:

2002 2001 2000

income Statements

Operating revenues $29,450 344,662 340,190

Operating income 13,010 11,598 11,911

Net income 6,380 5,838 5,714
Balance Sheets

Current assets ¢ 7,668 512491

Noncurrent assets 27,636 47,395

Current liabilities 7.631 17,495

Noncurrent liabilities 17,105 25,539

At December 31, 2002, we had goodwill of approximately
£1,682 related to our international investments in equity
affiliates. .

Based on the December 31, 2002 quoted market price of
TDC stock, the aggregate market value of our investment
in TDC was approximately $2,142. The fair value of our
investment in Telmex, based on the equivalent vaiue of
Telmex L shares at December 31, 2002, was approximately
$1,555. The fair value of our investment in América Movil,
based on the eguivalent value of América Mévil L shares
at December 31, 2002, was approximately $707. Belgacom
and Telkom were not publicly traded at December 31, 2002,
and thus do not have a readily availabie market value.

Our weighted average share of operating revenues shown
above was 16% in 2002 and 17% in 2001 and 2000.




NOTE 7. DEBT

Long-term debt of SBC and its subsidiaries, including
interest rates and maturities, is summarized as foltows at
December 31:

2002 2001
Notes and debentures
0.00% — 5.98% 2002 — 20387 % 6,666 § 5,800
6.03% - 7.85% 2002 - 20482 13,118 14,006
8.85% — 10.50% 2005 - 2016 166 240
19,950 20,046
Unamortized discount — net of premium (203) (170)
Total notes and debentures 19,747 19,876

Capitalized leases 143 248
Total long-term debt, including

current maturities 19,890 20,124
Current maturities of long-term debt {(1.354)  {2,991)
Total long-term debt $18,536 $17,133

ncludes $1,000 of 4.295% PLIRS maturing in 2021 with a put option by holder in
2003 and $250 of 5.95% debentures maturing in 2038 with & put option by holder
in 2005.

Zncludes $125 of 6.35% debentures maturing in 2026 with 2 put optien by holder
in 2006,

At December 31, 2002, the aggregate principal amounts

of long-term debt and weighted average interest rate
scheduled for repayment for the years 2003 through 2007
were $1,354 (6.0%), $861 {6.5%), $1,100 (6.8%), 32,623
{5.9%) and $933 {6.3%) with $13,222 {6.5%) due thereafter.
As of December 31, 2002, we were in compliance with all
covenants and conditions of instruments governing our
debt. Substantially all of our outstanding long-term debt

is unsecured,

Financing Activities

During 2002, approximately $895 in long-term notes
matured. In addition to these maturities, we redeemed
notes totaling approximately $456 and issued approximately
$3,244 of new notes whose proceeds were used primarily

to pay down short-term borrowings and for general
corpeorate purposes,

During the first quarter of 2002, we reclassified $1,000 of
20-year annual Puttabie Reset Securities (PURS) from debt
maturing within one year to long-term debt. The PURS, a
registered trademark, contain a 20-year series of simultane-
ous annual put and call options at par. These options are
exercisable on June 5 of each year until June 5, 2021, At the
time of issuance, we sold 1o an investment bank the 20-year
option to call the PURS on each annual reset date of June 5.
If the call option is exercised, each PURS holder wili be
deemed to have sold its PURS to the investment banker.

The investment banker will then have the right to remarket
the PURS at a new interest rate for an additional 12-month
period. The new annual interest rate will be determined
according to a pre-set mechanism based on the then
prevailing London Interbank Offer Rate (LIBOR). If the call
option is not exercised on any given June 5, the put option
will be deemed to have been exercised, resulting in the
redemption of the PURS on that June 5. The proceeds of the
PURS were used to retire short-term debt and for general

corpotate purposes. There are no special covenants or other
provisions applicable to the PURS. The company supports
this long-term classification based on its intent and ability to
refinance the PURS on a long-term basis.

In February 2002, we issued a $1,000 global bond. The
bond pays interest semi-annually at a rate of 5.875%. The
bond will mature on February 1, 2012. Proceeds from this
debt issuance were used for general corporate purposes.

in March 2002, we issued two $500 one-year notes. The
notes pay interest quarterly. The interest rate is based on
LIBOR, which is determined two London business days
preceding the settlement date. Proceeds from this debt
issuance were used to refinance debt.

In August 2002, we issued $1,000 giobai notes. The
notes pay interest semi-annually at a rate of 5.875%.

The notes will mature on August 15, 2012. Proceeds from
this debt issuance were used primarily to repay a portion

.of our commercial paper borrowings and for general

corporate purposes.

In the fourth quarter of 2002, we restructured our
holdings in certain investments, including Sterling. As part of
this restructuring, a newly created subsidiary issued a note
for approximately $244, with an interest rate of 4.79%. The
note is scheduled to mature in December 2007, (See Note 2)

In December 2002, we redeemed, prior to maturity,
approximately $50 of debt with a yield of 7.0%. The debt
obiigation was originally scheduled to mature in December
2020. in November 2002, we redeemed, prior to maturity,
approximately $350 of multiple debt obligations that were
originally scheduled to mature between October 2005 and
April 2007, These notes carried interest rates ranging
between 4.75% and 5.5%, with an average yield of 5.3%.
We also redeemed, prior to maturity, approximately $55 of
debt obligations during June 2002,

Debt maturing within one year consists of the following
at December 31:

2002 2001
Commercial paper £1,148 $6,039
Current maturities of long-term debt 1,354 2,991
Other short-term debt 1,003 3
Total $3,505 $9,033

The weighted average interest rate on commercial paper
debt at December 31, 2002 and 2001 was 1.43% and
2.07%. In October 2002, we entered into a 364-day credit
agreement totaling $4,250 with a syndicate of banks
replacing pre-existing credit agreements of approximately
$3,700. Advances under this agreement may be used for
general corporate purposes, including support of
commercial paper borrowings and other short-term
borrowings. Under the terms of the agreement, repayment
of advances up 1o $1,000 may be extended two years from
the termination date of the agreement. Repayment of
advances up to $3,250 may be extended to one year from
the termination date of the agreement. There is no
material adverse change provision geverning the
drawdown of advances under this credit agreement.

We had no barrowings outstanding under committed
lines of credit as of December 31, 2002 or 2001.
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NOTE &. FINANCIAL INSTRUMENTS

The carrying amounts and estimated fair values of our long-
term debt, including current maturities and other financial
instruments, are summarized as follows at December 31:

2002 2001
Carrying Fair Carrying Fair
Amount Value Amount Vatue
Notes and debentures 519,747 $20,992  $19,876 $20,315

Preferred stock
of subsidiaries 393 393 350 350

The fair values of our notes and debentures were estimated
based on quoted market prices, where available, or on the
net present value method of expected future cash flows using
current interest rates. The carrying amount of commercial
paper debt approximates fair value. Our short-term
investments and customer deposits are recorded at amortized
cost, and the cartying amounts approximate fair values. Qur
notes receivable from Cingular are recorded at face value,
and the carrying amounts approximate fair vaiues.

Preferred Stock Issuances by Subsidiaries — In the fourth
guarter of 2002, we restructured our holdings in certain
investments, including Sterling. As part of this restructuring,
a newly created subsidiary issued approximately $43 of pre-
ferred stock. The preferred stock will accumulate dividends
at an annual rate of 5.79% and can be converted, at the
option of the holder, to common stock (but not a controlling
interest) of the subsidiary at any time. (See Note 2}

In June 1997 and December 1999, a subsidiary issued
$250 and $100 of preferred stock in private placements.
The holders of the preferred stock may require SBC’s
subsidiary to redeem the shares after May 20, 2004.
Holders receive quarterly dividends based on a rolling
three-month LIBOR, The dividend rate for the
December 31, 2002, payment was 2.57%.

The preferred stock of subsidiaries discussed above
is included in “Other noncurrent liabilities” on the
Consolidated Balance Sheets.

put option contracts, which gave us the right to selt up to
3,192 CAD on January 3, 2003, at an average exchange rate
of 1.57, We paid fees of approximately $28 to enter.into
these contracts. During the fourth quarter of 2002, we
closed on the sale of our remaining 16% interest in

Bell Canada. Coinciding with that close, we sold the put
option cantracts and recovered the initial option fee of
$28. Additionaily, we purchased forward contracts for
January 2003 in an amount equaling our obiigation under
the forward sale contracts Hsted above. With these trades,
our effective foreign exchange forward obligation as of
December 31, 2002, was zero.

NOTE 9. iNCOME TAXES

Significant components of our deferred tax liabilities and
assets are as follows at December 31:

2002 2001
Depreciation and amortization $ 9231 § 6,749
Equity in foreign affiliates 643 586
Deferred directory expenses 493 498
Other 4,611 3,777
Deferred tax liabilities 14,978 11,610
Empioyee benefits 3,078 2,046
Currency translation adjustments 519 871
Allowance for uncollectibles 456 286
Unamortized investment tax credits 93 106
Cther 1,285 1,329
Deferred tax assets 5,431 4,638
Deferred tax assets valuation allowance 148 140
Net deferred tax liabilities 5 9695 5§ 7,112

The increase in the valuation allowance is the result of an
evaluation of the uncertainty associated with the realization
of certain deferred tax assets. The valuation allowance is
maintained in deferred tax assets for certain unused federal
and state loss carryforwards.

The components of income tax expense are as follows:

Derivatives — We use interest rate swaps to manage 2002 ~2001 2000
interest rate risk. The notional amounts, carrying amounts Federal:
and estimated fair values of our derivative financial Current $ 377 51,803 $3,249
instruments are summarized as follows at December 31: Deferred - net 2,251 1,587 961
Notonal Carrying Fair Amortizati_on of investment
Amount Amount Value tax credits (30) {44) {(71)
2002 2,598 3,345 4,139
interest rate swaps $1.000 S0 $84 State and local:
2001 Current 116 206 575
Interest rate swaps § 580 40 5 Deferred — net 219 385 98
Foreign 51 15 4
As discussed in Note 2, we disposed of our interest in 386 606 677
Bel Canada during 2002. Because we were to receive CAD Total $2.984 $3.952  $4,816

as proceeds for this redemption, we entered into a series
of foreign currency exchange contracts to provide us with
a fixed rate of conversion of these CAD proceeds into U.S.
dollars. We entered into a series of forward contracts to sell
1,500 CAD on January 3, 2003, at an average exchahge rate
of 1.53. There was no initial upfront cost to enter into these
contracts. As the amount of the remaining proceeds that we
would receive in CAD was uncertain, we entered into two
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In the fourth quarter of 2002, we internaily restructured our
ownership in several investments, induding Sterling (see
Note 2). The restructuring, included the issuance of external
debt {(see Note 7), and the issuance and sale of preferred
securities in subsidiaries (see Note 8). As we remain the
primary beneficiary after the restructuring, the preferred




securities are classified as “Other noncurrent liabilities” on
ouwr Consolidated Balance Sheet, and no gain or loss was
recorded on the transaction. As a result of the sale of
preferred securities, we recognized in net income $280 of
tax benefits on certain financial expenses and losses that
were not previously eligible for deferred tax recognition.

A reconciliation of income tax expense and the amount
computed by applying the statutory federal income tax rate
(35%) to income before income taxes, extraordinary items
and cumulative effect of accounting change is as follows:

2002 2001 2000

Taxes computed at federal
statutory rate
increases {decreases) in
income taxes resulting from:
State and local income taxes -
net of federal
income tax benefit 251 394 440
Restructuring/sale of

$3,660 $3,842 $4,416

preferred interest {280) — -
Effects of international
operations {354) (22} {207
Goodwill amortization — 86 124
Tax settlements’ (171} — —
Contributions of
appreciated investments — {208) —
Other - net C(122) {140) 43
Total $2,984 $3,952  $4,816

Effects of international operations include items such as
foreign tax credits and the effects of undistributed earnings
from internationat operations. Deferred taxes are not
provided on the undistributed earnings of subsidiaries
operating outside the United States that have been or are
intended to be permanently reinvested.

NOTE 10. PENSION AND POSTRETIREMENT BENEFITS

Pensions - Substantially all of our employees are covered by
one of various noncontributory pension and death benefit
plans, At December 31, 2002, management employees
participated in either cash balance or defined [ump sum
pension plans with a minimum based upon a stated
percentage of employees’ adjusted career income. The
pension benefit formula for most nonmanagement employ-
ees is based on a flat doltar amount per year according to job
classification. Most employees can elect to receive their
pension benefits in either a lump sum payment or annuity.

Our objective in funding the plans, in combination with
the standards of the Employee Retirement Income Security
Act of 1974, as amended (ERISA), is o accumulate assets
sufficient to meet the plans' obligations to provide benefits
to employees upon their retirement. Required funding is
based on the present value of future benefits, which is
similar to the projected benefit obligation discussed below.
Any plan contributions, as determined by ERISA regulations,
are made to a pension trust for the benefit of plan
participants, No significant cash contributions to the trust
will be required under ERISA regulations during 2003;

however, we reserve the right to make contributions in
excess of minimum funding requirements. During 2004,
we expect that we will be required to make contributions
of approximately $25. Plan assets consist primarily of
private and public equity, government and corporate
baonds, index funds and real estate.

Per our joint venture agreement with BeliSouth, our
employees who were previously leased to Cingular became
Cingular employees on or before December 31, 2001.

The pension assets and liabilities related to those former
employees were transferred to Cingular during 2001, with an
immaterial true-up amount based on final valuations trans-
ferred from Cingular during 2002. The amounts that follow
reflect the impacts of the transfer of employees to Cingular.

GAAP requires that we disclose the reconciliation of the
beginning and ending balances of the benefit obligation.
For defined benefit pension plans, the benefit obligation is
the “projected benefit obligation”, the actuarial present
value as of a date of all benefits attributed by the pension
benefit formula to employee service rendered to that date.
The following table presents this reconciliation and shows
the change in the projected benefit obligation for the years
ended December 31:

2002 2001

Benefit obligation at beginning of year $25,060 $25577
Service cost — benefits earned

during the period 645 550
Interest cost on projected benefit obligation 1,780 1,847
Amendments {(33) 317
Actuarial loss 2,534 1,512
Special termination henefits 456 164
Transfer to Cingular — {167)
Benefits paid (4,294) {4,740)

Benefit obligation at end of year 326,148 $25,060

The following tahle presents the change in the value of
pension plan assets for the years ended December 31 and
the pension plans’ funded status at December 31:

2002 2001
Fair value of plan assets at
beginning of year $32,715 %40,814
Actual return on plan assets (3.442) (2,798)
Transfer (to} from Cingular 6 (290)
Benefits paid (4,280} (5,011}

Fair value of plan assets at end of year? $24,999 $32,715

{Unfunded) funded status
{fair value of plan assets
less henefit obligation)?

$(1.149) $ 7,655

Unrecognized prior service cost 1,642 1,946
Unrecognized net {gain) loss 7,777 (1,852)
Unamottized transition asset (218) (412)

Net amount recegnized $ 8,052 § 7,337

1Plan assets incude SBE common stock of $8 at December 3t, 2002, and 5§14 at
December 31, 2001,

2(Unfunded) funded status is not indicative of our ability to pay ongoing pension
berefits. As noted above, required pension funding is determined in accordance
with ERISA regulations.
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Amounts recognized in our Consolidated Balance Sheets at
December 31 are listed below and are discussed in the
second paragraph following these tables:

2002 2001
Prepaid pension cost! $8052 §$7337
Additional minimum pension liabilityZ {3.455) —
Intangible asset’ 1.078 -
Accumulated other comprehensive income 1,473 —
Deferred tax asset 904 -—
Net amount recognized $8.052 %7337

Uncluded in “Gther Assets”,
Zinciuded in "Postemployment benefit obligation”.

The following table presents the compaonents of net pension
benefit recognized in our Consolidated Statements of income
(gains are denoted with brackets and losses are not):

2002 2001 2000
Service cost — benefits earned
during the period $ B45 $ 550 § 525
Interest cost on projected
benefit obligation 1,780 1,847 1,927
Expected return on plan assets (3,429}  (3,51%)  (3,149)

Amortization of prior service cost

and transition asset 100 81 43
Recognized actuarial gain {233) (413) {491)
Net pension benefit $(1,137)  $(1,450) $(1,145)

In determining the projected benefit obligation and the net
pension benefit, we used the following significant
weighted-average assumptions:

2002 2001 2000
Discount rate for determining
projected benefit obligation 6.75% 7.50% 7.75%
Long-term rate of return on '
ptan assets 9.50% 9.50% 8.50%
Composite rate of
compensation increase 4.25% 4.25% 4.25%

As noted abaove, the projected benefit obligation is the
actuarial present value of all benefits attributed by the
pension benefit formula to previously rendered employee
service. While the calculation of this obligation is very
complex, the process generally consists of estimating the
amount of retirement income payments in future years after
the employee retires or terminates service and calculating
the present value at the measurement date. The amount of
benefit to be paid depends on a number of future events
incorporated into the pension benefit formuta, including
estimates of average life of employees/survivors and average
years of service rendered. It is measured based on
assumptions concerning future interest rates and future
employee compensation levels. in accordance with GAAP
our assumed discount rate of 6.75% at December 31, 2002,
reflects the hypothetical rate at which the projected benefit
abligation could be effectively settled, or paid out to
participants, on that date. We determined our discount rate
based on a range of factors including the rates of return on
high-quality, fixed-income investments available at the time
of measurement. The reduction in the discount rate at
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December 31, 2002 and 2001, by 0.75% and by 0.25%,
respectively, resulted in an increase in our pension plan
benefit obligation of approximately $1,480 and $471 at
December 31, 2002 and 2001. Should actual experience
differ from actuarial assumptions, the projected benefit
obligation and net pension benefit would be affected.

in contrast to the projected benefit obligation, the
accumulated benefit obligation represents the actuarial
present value of benefits based on employee service and
compensation as of a certain date and does not include an
assumption about future compensation levels. Under GAAP,
on a plan-by-plan basis, if the accumulated benefit obligation
exceeds plan assets and at least this amount has not been
accrued, an additional minimum liability must be recognized,
partially offset by an intangible asset for unrecognized prior
service cost, with the remainder a direct charge to equity net
of deferred tax benefits. These items are included in the third
table above that presents the amounts recognized in our
Consolidated Balance Sheets at December 31. For three
of our plans, the accumulated benefit obligation at
December 31, 2002 (aggregate balance of $13,289) exceeded
plan assets at December 31, 2002 {(aggregate balance of
$11,525}) and we were reguired to record an additionat
minimum liability of $3,455 and a direct charge to equity
of $1,473 {net of deferred taxes of $904) during the fourth
quarter of 2002. This direct charge, while reducing equity
and comprehensive income, will not affect our future
results of operations or cash flows.

During 2002 and 2001, as part of our work force-
reduction programs, an enhanced retirement program
was offered to eligible Pacific Telesis Group {PTG)
nenmanagement employees. This program offered eligible
empioyees who voluntarily decided to terminate
employment an enhanced pension benefit and increased
eligibility for postretirernent medical, dental and
life insurance benefits, Approximately 3,600 and
1,400 empioyees accepted this offer and terminated
employment before the end of December 31, 2002 and
2001. Aiso, approximately 200 additional employees
accepted the offer during 2002 and terminated employment
in January 2003. In addition to the net pension benefit
reported in the table above, enhanced pension benefits
related to this program were recognized as an expense
of $456 in 2002 and $164 in 2001.

In October 2000, we implemented a voluntary enhanced
pension and retirement program (EPR) to reduce the
number of management employees. Approximately 7,000
of the employees who accepted this offer terminated
employment before December 31, 2000; however, under
the program, approximately 2,400 employees were retained
for up to one year, In addition to the net pension benefit
reported in the tabie above, enhanced pension benefits
related to this program were recognized as an expense of
$1,104 in 2000. We also recognized $976 in settlement gains
and $80 in curtailment losses in 2000 and $940 in settlement
gains in 2001 primarily associated with the EPR program.

Also, in addition to the net pension benefit reported in
the table above and the aforementioned EPR settlement/
curtaitment gains, we recognized $29 in net settlement
gains in 2002, $423 in 2001 and %1,196 in 2000. Net settle-
ment gains in 2002 include settlement iosses during the




latter part of the year, reflecting the continued investment
losses sustained by the plan. We anticipate that additional
lump sum payments will be made in 2003 in connection with
our planned work force-reductions. We cannat estimate at
this time if these paymerits will require the recognition of
settiement losses in 2003.

In December 2001, under the provisions of Section 420
of the Internal Revenue Code, we transferred $286 in
pension assets to a health care benefit account for the
reimbursement of certain retiree health care benefits
paid by us. _

Postretirement Benefits — We provide certain medical,
dental and life insurance benefiis to substantially all retired
employees under various plans and accrue actuarially
determined postretirement benefit costs as active employees
earn these benefits. While many companies do not, we
maintain Voluntary Employee Beneficiary Assaciation trusts
to partially fund these postretirement benefits; however,
there are na ERISA or other regulations requiring these
postretirement benefit plans to be funded annually. Trust
assets consist principally of private and public equity,
government and corporate bonds and index funds. The
amounts that follow reflect the impacts of the 2001 transfer
of employees to Cingular discussed above in “Pensions”.

For postretirement benefit plans, the benefit obligation is
the "accumulated postretirement benefit obligation”, the
actuarial present value as of a date of all future benefits
attributed under the terms of the postretirement benefit
plan to employee service rendered to that date. The
following table presents a reconciliation of the beginning
and ending balances of the benefit obligation and shows
the change in the accumulated postretirement benefit
obligation for the years ended December 31:

2002 200
520,140 $17.802

Benefit obligation at beginning of year
Service cost - benefits earned

during the period 293 256
Interest cost on accumulated

postretirement benefit obligation 1,430 1,316
Amendments (1,110} {605}
Actuarial loss 4,932 2,395
Special termination benefits 30 9
Transfer to Cingufar — 38
Benefits paid {1.151) (997)

Benefit obligation at end of year $24,564 $20,140

The foliowing table sets forth the change in the value of
plan assets for the years ended December 31, the plans’
funded status at December 31 and the accrued postretire-
ment benefit gbligation liability recognized in our
Consolidated Balance Sheets at December 31:

2002 2001

Fair value of plan assets ot

beginning of year $ 6275 § 7,220

Actual return an plan assets (802) (641
Employer contribution 3 —
Benefits paid {559} (304)

Fair value of plan assets at end of year? § 4917 § 6275

Unfunded status {fair value of plan
assets less benefit obligation)?
Unrecognized prior service cost (benefit) (1,109) (28}
Unrecognized net loss 10,235 3,962

Accrued postretirement benefit obligation $(10,421) § (9,931)

$(19,647) $(13,865)

Plan assets include $BEC cammon stock of $5 at Deremnber 31, 2002 and $13 a1
December 371, 2001,

Unfunded) funded status is not indicative of our ability to pay ongoing
postretirement benefits. As noted abave, while many companies do not, we
maintain trusts to partially fund these postretirement benefits; however, there
are no ERiSA or other regulations requiring these postretirement benefit plans
to be funded annually.

The following table presents the components of post-
retirement benefit cost recoanized in our Consolidated

Statements of Income (gains are denoted with brackets
and losses are not):

2002 2001 2000

Service cost ~ benefits earned

during the period § 293 % 256 § 245
interest cost an accumulated

postretirement benefit obligation 1,430 1,316 1,201
Expected return on assets (689} (663) {549)
Amartization of prior service

cost {benefit) {28) 94 147
Recognized actuarial {gain) loss 49 13 (23}
Postretirement benefit cost $1,055 $1,014 $1,011

The fair value of plan assets restricted to the payment of life
insurance benefits was $516 and $968 at December 31, 2002
and 2001, At December 31, 2002 and 2001, the accrued life
insurance benefits included in the accrued postretirement
benefit obiigation were $943 and $614.

In addition to the postretirement benefit cost reported in
the table above, enhanced benefits related to the PTG
nonmangement program were recognized as an expense of
$30 and $9 in 2002 and 2001. Also, in 2000, we recognized
$71 in expense for enhanced benefits and $107 in
curtailment losses associated with EPR.

In response to rising medical and prescription drug daim
costs, we increased the assumed medical cost trend rate in
2003 from 8.0% 10 9.0% for retirees 64 and under and from
9.0% to 10.0% for retirees 65 and over, trending to an
expected increase of 5.0% in 2009 for all retirees, prior to
adjustment for cost-sharing provisions of the medical and
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dental pians for certain retired empioyees. The assumed
dental cost trend rate in 2003 is 5.9%. A one percentage-
point change in the assumed combined medical and dental
cost trend rate would have the following effects:

One Percentage-
Paint Decrease

One Percentage-
Point Increase

Increase (decrease) in totat
of service and interest

cost components § 244 $ 154
Increase {decrease) in

accumulated postretirement

benefit obligation 2,968 (2,431)

We used the same significant assumptions for the discount
rate, long-term rate of return on pian assels and composite
rate of compensation increase used in developing the
accumulated postretirement benefit obligation and related
postretirement benefit costs that we used in developing the
pension information. The reducticn in the discount rate at
December 31, 2002 and 2001 resulted in an increase in our
postretirement benefit obligation of approximately $2,062
and $599 at December 31, 2002 and 2001. Should actual
experience differ from the actuarial assumptions, the
accumulated postretirement benefit obligation and post-
retirement benefit cost would be affected in future years.
For the majority of our nonmanagement labor contracts
that contain an annual dollar value cap for the purpose of
determining contributions required from retirees, we have
waived the cap during the relevant contract periods and
thus not collected contributions from those nonmanage-
ment retirees, Therefore, in accordance with the substantive
plan provisions required in accounting for postretirement
benefits under GAAP, we do not account for the cap in the
value of our accumuiated postretirement benefit obligation
{i.e., we assume the cap will be waived for all future
contract periods). If we were able to account for the cap
as written in the contracts, our postretirement benefit cost
would have been reduced by $606, $476 and $571 in 2002,
2001 and 2000. We expect that not accounting for the cap
as written in the contracts will result in approximately
$900 of postretirement benefit cost during 2003,
Combined Net Pension and Postretirement (Benefit)
Cost - The following table combines net pension benefit
with postretirement benefit cost (gains are denoted with
brackets and losses are not).

2002 2001 20040
Net pension benefit $01,137)  $(1,450) $(1,145)
Postretirement henefit cost 1,055 1,014 1,01
Combined net pension and
postretirement (berefity cost  § (82} §$ (436} $ (134)

Our combined net pension and postretirement henefit
decreased in 2002 primarily due to a decreased asset base
from net investment losses and previous recognition of
pension settlement gains reducing the amount of unrealized
gains recognized in the current year. The reduction in the
discount rate from 7.75% to 7.5% used to calculate 2002
service and interest cost caused our combined net pension
and postretirement benefit to decrease approximately $58.
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tncreased medical and prescription drug claim costs also
contributed to the decrease in combined net benefit in 2002.

As a result of this decrease in our combined net pension
and postretirement benefit, we have taken steps to imple-
ment additional cast controls. To offset some of the
increases in medical costs mentioned above, in mid-2002, we
implemented cost-saving design changes in our manage-
ment medical and dental plans including increased partici-
pant contributions for medical and dental coverage and
increased prescription drug co-payments effective beginning
in January 2003. These changes reduced our postretirement
cost approximately $96 in 2002. In 2003, we expect cost
savings of approximately $194 from these design changes.

While we will continue our cost-cutting efforts discussed
above, certain factors mentioned above, such as investment
returns, depend largely on trends in the U.S. securities
market and the general U.S. economy. Our ability to
improve the performance of those factors is limited. In
particular, a continued weakness in the securities markets
and U.S. economy couid result in investment losses and a
decline in plan assets, which under GAAP we will recognize
over the next several years. As a result of these economic
impacts and assumption changes discussed below, we will
have a net pension and postretirement expense in 2003.
We expect combined net pension and postretirement cost
of between $1,800 and $2,000 ($0.36 to $0.40 per share) in
2063. Approximately 10% of these costs will be capitalized
as part of construction labor, providing a smal} reduction
in the net expense recorded. Should the securities markets
continue to decline and medical and prescription drug costs
continue to increase significantly, we would expect
increasing annual combined net pension and postretirement
cost for the next several years. Additionally, should actual
experience differ from actuarial assumptions, combined _
net pension and postretirement cost would be affected in &
future years.

The weighted average expected return on assets
assumption, which reflects our view of jong-term returns, is
one of the most significant of the weighted average
assumptions used to determine our actuarial estimates of
pension and postretirement benefit expense. Based on our
tong-term expectations of market returns in future years,
we fowered our long-term rate of return on plan assets
from 9.5% to 8.5% for 2003. If all other factors were to
remain unchanged, we expect a 1% decrease in the
expected long-term rate of return would cause 2003
combined pension and postretirement cost to increase
approximately $342 over 2002 (analogous change would
result from a 1% increase).

As mentioned in Note 1, under GAAP, the expected long-
term rate of return is calculated on the MRVA. GAAP
requires that actual gains and losses on pension and post-
retirement plan assets be recognized in the MRVA equally
over a period of not more than five years. We use a
methodology, allowed under GAAP. under which we hold
the MRVA to within 20% of the actua! fair value of plan
assets, which can have the effect of accelerating the
recognition of excess actual gains and tosses into the MRVA
to less than five years. Due to investment losses on plan
assets experienced in the last several years, we expect this
methodology to contribute approximately $605 to our




combined net pension and postretirement cost in 2003

as compared with not using this methodology. This
methodology did not have a significant effect on our 2002,
2001 or 2000 comhined net pension and postretirement
benefit as the MRVA was almost equal to the fair value of
plan assets. ‘

Supplemental Retirement Plans — We also provide senior-
and middle-management empioyees with nongualified,
unfunded supplemental retirement and savings plans. These
plans include supplemental defined pension benefits as well
as compensation deferral plans, some of which include a
corresponding match by us based on a percentage of the
compensation deferral. Expenses related to these plans were
$142, $166 and $195 in 2002, 2001 and 2000. Liabilities of
$£1,629 and $1,479 related to these plans have been included
in "Other noncurrent liabilities” on our Consolidated
Balance Sheets at December 31, 2002 and 2001,

NOTE 11. EMPLOYEE STOCK OWNERSHIP PLANS (ESOP)

We maintain contributory savings plans that cover substan-
tially all employees. Under the savings plans, we match a
stated percentage of eligible employee contributions,
subject to a specified ceiling.

As a resuit of past mergers, we had six Ieveraged ESOPs
as part of our existing savings plans. Five of the ESOPs were
funded with notes issued by the savings plans to various
lenders, the proceeds of which were used to purchase shares
of SBC’s common stock in the open market. The original
principal amounts were paid off in 2000 with our contribu-
tions to the savings plans, dividends paid on SBC shares and
interest earned on funds held by the ESOPs. We extended
the terms of certain ESOPs through previous internal
refinancing of the debt, resulting in unallocated shares
remaining in one of those ESOPs at December 31, 2002 and
2001 {unallocated shares at December 31, 2002 were
significantly less than one million and are not included in
the table below}. This internal refinancing of the debt was
paid off in December 2002 with our contributions to the
savings plan, dividends paid on 5BC shares and interest
earned on funds help by the ESOPs.

One ESOP purchased Pacific Telests (PAQ) treasury shares
in exchange for a promissory note from the plan to PAC.

All PAC shares were exchanged for SBC shares effective with
the merger April 1, 1997, The provisians of the ESOP were
unaffected by this exchange. This promissory note from the
plan to PAC was paid off in 2001,

Qur match of employee contributions to the savings plans
is Tulfilled with shares of stock aliocated from the ESOPs
{through December 2002} and with purchases of SBC’s stock
in the open market. Shares held by the ESOPs were released
for aliocation to the accounts of employees as employer-
matching contributions were earned. Benefit cost is based
oh a combination of the contributions to the savings ptans
and the cost of shares ailocated to participating employees’
accounts. Both benefit cost and interest expense on the

notes are reduced by dividends on SBC's shares held by the
ESOPs and interest earned on the ESOPs” funds.

information related to the ESOPs and the savings p.'ans is
summarized below:

2002 2401 2000
Benefit expense - net of dividends
and interest income $216 $185 £134
Interest expense — net of dividends
and interest income — — 5
Total expense $216 $185 $139
Company contributions for ESOPs  $165 $177 $ 47
Dividends and interest income
for debt service 5 8 % 58 $ 93

SBC shares held by the ESOPs are summarized as follows at
December 31 (in millions):

2002 20014
Unallocated — 4
Allocated to participants 75 76
Total 75 80

NOTE 12. STOCK-BASED COMPENSATION

Under our varicus plans, senior and other management and
nenmanagement employees and nonemployee directors
have received stock options, performance stock units and
other nonvested stock units. Stock options issued through
December 31, 2002, carry exercise prices equal to the markat
price of the stock at the date of grant and have maximum
terms ranging from five to ten years. Beginning in 1994 and
ending in 1999, certain Ameritech employees were awarsded
grants of nonqualified stock options with dividend
equivalents. Depending upon the grant, vesting of stock
options may occur up to five years from the date of grant,
with mast options vesting on a graded basis over three years
{1/3 of the grant vests after one year, another 1/3 vests after
two vears and the final 1/3 vests after three years from the
grant date). Performance stock units are granted to key
employees based upon the common stock price at the date
of grant and are awarded in the form of common stock and
cash at the end of a two- or three-year period, subject to the
achievement of certain perfarmance goals. Nonvested stock
units are valued at the market price of the stock at the date
of grant and vest over a three- to five-year period. As of
December 31, 2002, we were authorized to issue up to

97 million shares of stock {in addition to shares that may

be issued upon exercise of outstanding options or upon
vesting of performance stock units or other nonvested
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stock units) to officers, employees and directors pursuant
to these various pians.

Prior to January 1, 2002, we accounted for these plans
using the intrinsic value-based method of accounting as
allowed by FAS 123. Effective January 1, 2002, we adopted
the fair value recognition provisions of FAS 123. Under the
retroactive restaternent method of adoption we selected in
accordance with the provisions of FAS 148, our 2001 and
2000 results have been restated to reflect the compensation
costs that would have been recognized had the recognition
provisions of FAS 123 been applied to all awards granted to
employees after fanuary 1, 1995, We use an accelerated
method of recognizing compensation cost for fixed awards
with graded vesting, which essentially treats the grant as
three separate awards, with vesting periods of 12, 24 and 36
months for those that vest over three years. As noted above,
a majority of our options vest over three years and for those
we recognize approximately 61% of the associated compen-
sation expense in the first year, 28% in the second year and
the remaining 11% in the third year. As allowed by FAS 123,
we accrue compensation cost as if all options granted
subject only to a service requirement are expected to vest.
The effects of actual forfeitures of unvested options are
recognized {as a reversai of expense) as they occur.

The compensation cost that has been charged against
income for these plans and our other stock-based
compensation plans is as follows:

2002 2001 2000
Stock option expense
under FAS 123 $£390 $380 $273
Mark-to-market effect on
dividend eguivalents {36} {33} {23)
Cther 19 33 42
Total $373 $380 $292

The estimated fair value of the options granted is amortized
to expense over the options’ vesting period. The fair value
for these options was estimated at the date of grant, using
a Black-Scholes option pricing model with the following
weighted-average assumptions used for grants in 2002,
2081 and 2000 risk-free interest rate of 4.33%, 4.51% and
6.67%; dividend yield of 3.04%, 2.37% and 2.19%,; expected
volatility factor of 23%, 24% and 16%; and expected option
life of 4.4, 4.0 and 4.6 years.

Information related to options is summarized below
(shares in millions):

“Weighted-
Average
Number Exercise Price
Qutstanding at January 1, 2000 149 £30.24
Granted 51 39.62
Exercised (30) 24.22
Forfeited/Expired (14) 41.05
Qutstanding at December 31, 2000
{101 exercisable at weighted-average
price of $29.22} 156 33.53
Granted 76 43.41
Exercised {13} 24.41
Forfeited/Expired {12) 43,09
Outstanding at December 31, 2001
{109 exercisable at weighted-average
price of $32.36) : 207 37.21
Granted 36 35.50
Exercised N 20.80
Forfeited/Expired (N 41.20
Qutstanding at December 31, 2002
(154 exercisable at weighted-average
price of $36,48} 229 $37.31

Information related to options outstanding at December 31,
2002: '

$14.03- $17.50- $30.00- $35.50-
Exercise Price Range $17.49 $29.99 $35.49 $58.88
Number of options
{in millions):
Outstanding 5 46 g8 170
Exercisable 5 a6 7 96
Weighted-average
exercise price:
Outstanding $15.40 $24.35 $33.97 $41.56
Exercisable $15.40 $24.36 $34.16 $43.41
Weighted-average
remaining

contractual life 1,70 years 3.50 years 6.08 years 7.78 years

The weighted-average, grant-date fair vaiue of each option
granted during 2002, 2001 and 2000 was $6.57, $8.37 and
$8.31.

As of December 31, additional shares available under
stack options with dividend equivalents were approximately
1 million in 2002, 2001 and 2000. During 2002, 2001 and
2000, performance stock units and other nonvested units of
937,094, 727,046 and 859,447 were issued with a weighted-
average, grant-date fair value of $35.30, $46.63 and $40.41.




NOQTE 13. SHAREOWNERS' EQUITY

From time to time, we repurchase shares of common stock
for distribution through our employee benefit plans or in
connection with certain acguisitions. in November 2001, the
Board of Directors authorized the repurchase of up to
100 million shares of SBC common stack. This is in addition
to the authorization to repurchase 100 million shares in
lanuary 2000. As of December 31, 2002, we have
repurchased a total of approximately 140 million shares
of our common stock of the 200 million authorized to be
repurchased. We do not expect to repurchase significant
additional shares under these authorizations in 2003.

in 2000 and 2001, we entered into a series of put options
on SBC stock which allowed institutional counterparties to
seil us SBC shares at agreed-upon prices. The put options
were exercisable only at maturity, and we had the right to
settle the put options by physical settlement of the options
or by net share settlement using shares of SBC common
stock. At December 31, 2001, we had a maximum potential
obligation to purchase nine million shares of our common
stock at a weighted average exercise price of $37.45 per
share. We received cash of $38 in 2001 and $65 in 2000 from
these transactions, which was credited 10 capital in excess of
par value in shareowners’ equity. During 2002, put options
representing three mitlion shares expired unexercised.
Additionally in 2002, six miltion shares of our common stock
were put to us under these options at a weighted average
price of $39.14 per share, which was approximately 59 per
share over the then-market price of our stock. As settlement
of the obligation, we elecied to purchase the shares instead
of using net share settlement. The excess cash paid of
approximately $55 was debited to capital in excess of par
value in shareowners’ equity. We had no put eptions
outstanding at December 31, 2002.

NOTE 14, SUBSIDIARY FINANCIAL INFORMATION

We have fully and unconditionally guaranteed certain
outstanding debt securities of Pacific Beil Telephone
Company (PacBell} and Southwestern Bell Telephone, L.P.
{SBLP), which is a wholly owned subsidiary of Southwestern
Bell Texas Holdings, Inc. (SWBell). On December 30, 2001,
Southwestern Bell Telephone Company merged with and
into Southwestern Beil Texas, {nc. and the survivor
converted to SBLF. SWBell holds a 99% limited partner
interest in SBLP and a 100% interest in SWBT Texas LLC,
the 1% owner and general partner of SBLR

In accordance with SEC rules, we are providing the
following condensed consolidating financial information.
The Parent column presents investments in all subsidiaries
under the equity method of accounting. We have listed
PacBell and SWBell separately because we have guaranteed
securities that are legal obligations of PacBell and SvwBell
that would otherwise require SEC periodic reporting.
Ali other wholly owned subsidiaries are presented in the
Other column. The consolidating adjustments column
{Adjs.} eliminates the intercompany balances and
transactions hetween our subsidiaries.
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Condensed Consolidating Statements of Income
For the Twelve Months Ended December 31, 2002

Parent PacBell Swhell Other Adjs. Total
Total operating revenues 5 — £10,210 $11.,248 524,294 $(2,614) $43,138
Total operating expenses {146) 7,796 8,637 20,842 (2,614) 34,515
Operating Income 146 2414 2,611 3,452 — 8,623
Interest expense 424 300 265 768 (375) 1,382
Equity in net income of affiliates 4,695 — — 1.936 (a,710) 1.9
Royalty income {expense} 118 (399} (449} 730 —_ —
Other income {expense} - net 589 {3) 11 1,059 (361) 1,295
Ihcome Before Income Taxes 5,124 1,712 1,908 6,409 {4,696) 10,457
Income taxes (529) 696 691 2,126 — 2,984
Income Before Cumulative Effect of

Accounting Change 5,653 1.016 1,217 4,283 (4,696) 7473

Cumulative Effect of Accounting Change —_ — — {1,820} — {1,820}
Net Income $5,653 % 1,016 $ 1,217 $ 2,463 $(4,696) % 5,653
Condensed Consolidating Statements of Income
For the Twelve Months Ended December 31, 2001

Parent PacBell SWBell Other Adjs. Total
Total operating revenues 5 — 510,842 $11,802 £24,766 $(1,502) $45,908
Total operating expenses (78) 7,448 8,775 20,757 {1,502) 35,400
Operating Income 78 3,394 3,027 4,009 — 10,508
interest expense 528 365 362 928 {584) 1,599
Equity in net income of affiliates 6,501 — — 1,593 {6,499} 1,595
Royalty income {expense) 471 (414) (471) 414 e —
Other income (expense) — net 424 6 — 631 (587} 474
Income Before Income Taxes 6,946 2,621 2,194 5,719 (6,502) 10,978
Income taxes (62) 1,064 809 2,141 — 3,952
Income Before Extraordinary ltems 7.008 1,557 1,385 3,578 {6,502) 7,026
Extraordinary items — — e (18) — (18)
Net Income $7,008 $ 1,557 $ 1,385 $ 3,560 $(6,502) $ 7,008
Condensed Consolidating Statements of Income
For the Twelve Months Ended December 31, 2000

Parent PacBell SWBell Other Adjs. Total
Total operating revenues $§ — $10,356 $11,580 $30,778 $(1,340) $51,374
Total operating expenses (161) 7.477 8,675 26,253 {1,340) 40,904
Operating Income 161 2,879 2,905 4,525 m 10,470
interest expense 504 391 383 1,379 (1,065} 1,552
Equity in net income of affiliates 7,274 — -— 961 (7.338) 897
Royalty income {expense) 460 {407} (460) 407 — —
Other income {expense) — net 728 2 10 3,105 {1,004) 2,841
Income Before Income Taxes 8,119 2,083 2,072 7,619 (7.277) 12,616
Income taxes 319 830 782 2,805 — 4,816
Net iIncome $7,800 $ 1,253 $ 1,310 3 4714 $(7,.277) $ 7,800




Condensed Consolidating Balance Sheets
December 31, 2002

Parent PacBell Swaeli Dther Adis. Total
Cash and cash eguivalents $ 3,406 5 3 $ 10 $ 148 5 — $ 3,567
Accounts receivabie — net 1.257 2,060 1,528 18,164 {14,869 8,540
Other current assets 319 309 451 903 —_ 1,282
Total current assets 4,982 2,372 2,389 19,215 (14,869) 14,089
Property, plant and equipment - net 126 12,915 14,846 20,603 — 48,450
Goodwill 349 — — 1,294 — 1,643
Investments in equity affiliates 33,953 —-— —_ 8,308 (31,791} 10,470
Cther assets 10,166 2,054 332 8,589 (776) 20,365
Total Assets 549,576 517.341 517,567 558,009 ${47,436} $95,057
Debt maturing within one year $ 1,052 S 1,287 $ 2,686 $ 8341 5 (9.861) $ 3,505
Other current liabilities 798 3,073 3,199 9,116 {5,008) 11,178
Total current liabilities 1,850 4,360 5,885 17,457 (14,869) 14,683
Long-term debt 7,513 3,676 2,608 5471 {732) 18,536
Postemployment benefit obligation 3,534 3,064 3,331 4,165 — 14,094
Other noncurrent ligbilities 3,480 2,474 1,722 6,913 (44) 14,545
Total shareowners” equity 33,199 3,767 4,021 24,003 {31,791} 33,198
Total Liabilities and Shareowners’ Equity $49,576 $17.341 $17,567 $58,009 $(47,436) 595,057
Condensed Consolidating Balance Sheets
December 31, 20017

Parent PacBell SWhetl Other Adjs. Total
Cash and cash equivalents $ 445 5 4 $ 99 $ 155 $ — $ 703
Accounts receivable — net 4,845 2,223 1,918 13,438 (13,149) 9,376
Other current assets 305 381 838 977 — 2,501
Total current assets 5,695 2,608 2,856 14,570 (13,149) 12,580
Property, plant and equipment — net 118 13,522 15,588 20,599 — 49,827
Goodwill — — o 3,577 — 3,577
Investments in equity affiliates 34,889 — —_ 14,894 {37.816) 11,867
Other assets 8,196 2,382 428 11,083 {3,718} 18,371
Total Assets 448,298 $18,512 $18,872 $64,723 $(54,683) $96,322
Debt maturing within one year $ 8,094 $ 2,594 $ 3,914 $ 2,654 $ (8,223 $ 9,033
Other current liabilities 690 371 3,735 11,705 (4,926) 14,915
Total current liabilities 8,784 6,305 7,649 14,359 13,149) 23,948
Long-term debt 4137 3,673 2,868 10,125 (3,670) 17,133
Postemployment benefit obligation 57 2,860 2,996 3,926 — 9,839
Other noncurrent liabilities 3,001 1,761 1,320 - 6,449 {48) 12,483
Total shareowners' equity 32,919 3,913 4,038 29,8604 (37,816} 32,919
Total Liabilities and Shareowners’ Equity 448,898 $18,512 418,872 $64,723 $(54,683) $96,322




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
Dellars in millions excapt per shase amounts
Condensed Consolidating Statements of Cash Flows
Twelve Months Ended December 31, 2002

Parent PacBell swiell Other Adjs. Total
Net cash from operating activities $11,550 53,733 $ 4,309 $ 7.206 %(11,638) $ 15,210
Net cash from investing activities 6 {1.312) {1,673) (2.446) 2,097 (3.328)
Net cash from financing activities {8.595) {2,472) {2,725} {4,767) 9,541 (9,018)
Net Increase (Decrease) in Cash $ 2,961 8 {1 s {89} 5 7 s — $ 2,864
Condensed Consclidating Statements of Cash Flows
Twelve Months Ended December 31, 2001

Parent PacBell SWheli Other Adjs. Total
Net cash from operating activities $ 1,150 $ 3,395 $ 3,285 $12,880 $ (5,905) $ 14,805
Net cash from investing activities 1,328 (2,397) (2,996) (5,416} 1,084 (8,387
Net cash from financing activities {2,469} (1,003) (242) (7,455} 4,811 (6,358}
Net Increase (Decrease) in Cash $ 9 $ OB $ 47 $ 9 $ — $ 60
Condensed Consolidating Statements of Cash Flows
Twelve Months Ended December 31, 2000

Parent PacBell SWBell Other Adjs. Total
Net cash from operating activities - 4% 3,853 $ 3,197 $4,152 $ 5311 $ (2,447) $ 14,066
Net cash from investing activities (4,154} (2,679 {3,630} {3,873) 166 (14,170)
Net cash from financing activities 637 (521) (519} {1,626) 2,281 252
Net Increase {Decrease) in Cash § 336 $ B $ 3 $ {(188) 5 — $ 148

NOTE 15, ADDITIONAL FINANCIAL INFORMATICON

December 31,

Balance Sheets 2002 2001
Accounts payable and accrued liabilities:
Accounts payable $3,407 § 3,959
Advance billing and customer deposits 1,240 1,317
Compensated future absences 858 1,017
Accrued interest 446 486
Accrued payroll 514 669
Other 2,948 4,011
Total $9,413  $11,459
Statements of Income 2002 2001 2000
Advertising expense S 432 § 363 $ 774
Interest expense incurred $1.440 $1,718 $1,693
Capitalized interest (58} (119) {101)
Total interest expense 51,382 $1,599 $1,592
Statements of Cash Flows 2002 2001 2000
Cash paid during the year for:
Interest $1,480  $1,546  $1,681
Income taxes, net of refunds 1,315 2,696 3,120

No customer accounted for more than 10% of consolidated
revenues in 2002, 2001 or 2000.

NOTE 16, RELATED PARTY TRANSACTIONS

We made advances to Cingular that totaled $5,922 at
December 31, 2002, and $5,924 at December 31, 2001.

The advances bear interest at art annual rate of 7.5%. In
November 2002, we extended the maturity of the advances
from March 31, 2004, to March 31, 2005. We may continue
to extend the maturity of the advances to the extent
required in connection with Cingular's external credit facility.
During 2002, 2001 and 2000, we earned $441, $555 and
$154 of interest income on these advances. In addition,

for access and long-distance services sold to Cingular on a
wholesale basis, we generated revenue of $365, $120

and $37 in 2002, 2007 and 2000.

NOTE 17. CONTINGENT LIABILITIES

In addition to issues specifically discussed elsewhere, we are
party to numerous lawsuits, regulatory proceedings and
other matters arising in the ordinary course of business. In
our opinion, although the outcomes of these proceedings
are uncertain, they should not have a material adverse
effect on the company's financial position, results of
operations or cash flows.




NOTE 18, QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Total Basic Diluted )
Calendar Cperating Operating Net Earnings Earnings Stock Price
Quarter Revenues Income Income Per Share Per Share High Low Close
2002 _
First $10.522 $ 2,182 $ (193) 5(0.06}) 5(0.06) $40.99 £34.29 $37.44
Second 10,843 2,164 1,782 0.53 0.53 38.40 27.85 30.50
Third 10.556 2,029 1.709 0.51 0.51 31.96 19.57 20.10
Fourth 11,217 2,248 2,355 0.71 0.71 29.10 19.80 27.11
Annual $43,138 $ 8,623 $5,653 1.70 1.6% '
2001
First $11,190 $ 2,574 $1,801 {053 $ 053 $53.06 $39.50 $44.63
Second 11,477 2,984 2,015 0.60 D.59 45.68 38.20 46.06
Third 11,338 2,716 2,006 0.60 0.59 47.50 39.74 47.12
Fourth 11,903 2,234 1,186 0.35 0.35 47.25 36.50 39.17
Annual $45,908 $10,508 $7,008 2.08 2.07

The incame and earnings per share data in the table
above has been restated for our adoption of FAS 123, as
amended by FAS 148 (see Note 1). This restatement
decreased our previously reported operating income, net
income, hasic earnings per share and diluted earnings per
share for the first three quarters of 2002 and for all four
quarters of 2001. The following table summarizes these
quarterly impacts:

Basic Diluted

Earning Earning
Calendar Qperating Net Per Per
Quarter Income Income Share Share
2002
First 5(124) £(83) $(0.03) 5(0.03)
Second (93} (63) {0.02) {0.02)
Third {92) (61) (0.02) {0.02)
2001
First $ (85) $(53)  $(0.02)  3(0.01)
Second {93) {56) {0.02} (0.02)
Third (106} (56) (0.02)  (0.02)
Fourth (96} {59) {0.02) (0.02)

The first quarter of 2002 includes a cumulative effect of
accounting change of $1,820, or $0.54 per share, from the
adoption of FAS 142 (see Note 1}. The first and second quar-
ters of 2001 include extraordinary losses of $10 and $8 for a
total of $18, or $0.01 per share, related to the early redemp-
tion of $1,000 of our corporation-cbligated mandatorily
redeemable preferred securities of subsidiary trusts {TOPrS).
There were also special items which are included in the
information above but are excluded from the information
that management uses to evaluate the performance of each
segment of the business. For detail regarding the specific
income statement impact of each item as well as the
affected segmenit(s), (see Note 4},

The quarterly impact of the year 2002 special iterns was
as follows:
+ A tax benefit of $280 in the fourth quarter resulting
from an internal restructuring of our ownership of
several investments, including Sterling (see Note 2).
Income of $326 ($212 net of tax) in the third quarter
consisting of 1) income of $371 ($257 net of tax} from
our proportionate share of the gains at TDC and
Belgacom related to the disposition of their Netherlands
wireless operations as a result of a call by a subsidiary of
Deutsche Telekom. The components of this amount
included a gain at Belgacom of $75 (349 net of tax} on
the disposition and a direct and indirect gain at TDC of
$296 ($208 net of tax); 2) a gain of $13 (with no tax
effect) for a reduction in a previously recorded restruc-
turing accrual at a TDC affiliate; and 3) a charge of $58
(with no tax effect) related to impairments on TDC's
investments in Poland, Norway and the Czech Republic.
e Combined charges of $228 (3152 net of tax} in the
second quarter, $185 ($113 net of tax) in the third
quarter and $459 ($276 net of tax) in the fourth quarter
for enhanced pension benefits, pension settlements,
severance costs and real estate costs related to work
force-reduction programs.

« A charge of $19 ($12 net of tax) in the third quarter
for our proportionate share of severance and
restructuring costs at Cinguiar and charges of $123
($76 net of tax} in the fourth quarter for our
proportionate share of impairments, severance and
restructuring costs at Cingular. The impairments
included, among other items, write-downs related to
Cingular interactive paging and transmission equipment
in markets with complete system conversions.




NOTES TO CONSOLIDATED FiINANCIAL STATEMENTS

Dollars in millions except per share amounts

(CONTINUED)

= A charge of $101 {368 net of tax) in the second quarter
representing our proportionate share of restructuring
costs at Belgacom. These costs were primarily related to
a work force-reduction initiative.

« A gain of 3148 (3118 net of tax) in the secand quarter
and $455 (3425 net of tax) in the fourth quarter on the
redemption of our interest in Bell Canada. .

¢ Additional bad debt reserves of $125 ($84 net of tax)
in the second quarter as a result of the July 2002
WorldCom bankruptcey filing.

The quarterly impact of the year 2001 special iterns was .

as follows:

+ Pension settlement gains of $526 ($329 net of tax} in
the first quarter, $315 ($189 net of tax) in the second
quarter, $123 ($72 net of tax} in the third quarter and
$133 {$98 net of tax) in the fourth quarter related to .
management employees, primarily resulting from a
fourth-quarter 2000 voluntary retirement program net
of costs associated with that program.

Combined charges of $401 {$261 net of tax) in the

second quarter primarily related to valuation

adjustments of Williams as weli as certain other cost
investments accounted for under FAS 115, The charges
resulted from an evaluation that the decline was
other than temporary.

« Reduction of a valuation allowance of $120 ($78 net of
tax} in the second guarter on a note receivable related
to the sale of SecurityLink. The note was collected in
July 2001.

Combined charges of $316 ($205 net of tax} in the first
quarter related to impairment of our cable operations.
A charge of $390 ($262 net of tax} indicated by a
transaction pending as of December 31, 2001, to

reduce the direct and indirect book value of our
investment in Telecom Américas. '

A charge of $197 {with no tax effect) in the fourth
guarter for costs related to TDC's decision to discontinue
nonwireless operations of its Taikline subsidiary and our
impairment of the goodwill we allocated to Talkline.

A charge of $197 ($128 net of tax} in the fourth quarter
representing a proposed settiement agreement with the
ICC related to a provision of the Ameritech merger. The
amount represents an estimate of all future savings to
be shared with our lilinois customers,

Combined charges of $619 ($425 net of tax) in the
fourth guarter associated with our comprehensive
review of operations, which resulted in decisions to
reduce work force, terminate certain real estate |eases
and shut down certain operations (see Note 2).




REPORT OF MANAGEMENT

REPGRT OF INDEPENDENT AUDITORS

The consolidated financial statements have been prepared in
conformity with generally accepted accounting principles in
the United States. The integrity and objectivity of the data
in these financial statements, including estimates and judg-
ments relating to matters not concluded by year end, are
the responsibility of management, as is all other information
included in the Annual Report, unless otherwise indicated.

The financial statements of SBEC Communications inc.
{SBC) have been audited by Ernst & Young LLP independ-
ent auditors. Management has made available to Ernst &
Young LLP all of SBC's financial records and related data, as
well as the minutes of shareawners’ and directors’ meetings.
Furthermore, management believes that all representations
made to Ernst & Young LLP during its audit were valid and
appropriate.

Management has established and maintains a system of
internal accounting controls that provides reasonable assur-
ance as to the integrity and reliability of the financial state-
ments, the protection of assets from unauthorized use or
dispasition and the prevention and detection of fraudulent
financial reporting. The concept of reasonable assurance rec-
ognizes that the costs of an internai accounting controls sys-
tem should not exceed, in management’s judgment, the
benefits to be derived.

Management maintains disclosure controls and proce-
dures that are designed to ensure that information required
to be disclosed by SBC is recorded, processed, summarized
and reported within the time periods specified by the
Securities and Exchange Commission’s rules and forms.

Management also seeks to ensure the objectivity and
integrity of its financial data by the careful selection of its
managers, by organizational arrangements that provide an
appropriate division of responsibility and by communication
programs aimed at ensuring that its policies, standards and
managerial authorities are understood throughout the
organization. Management regularly monitors the system of
internal accounting controls for compliance. $8C maintains
an internal auditing program that independently assesses
the effectiveness of the internal accounting controls and rec-
ommends improvements thereto.

The Audit Committee of the Board of Directors meets
periodically with management, the internal auditors and the
independent auditors to review the manner in which they
are performing their respective responsibilities and to discuss
auditing, internal accounting controls and financial report-
ing matters. Both the internal auditors and the independent
auditors pericdically meet alone with the Audit Committee
and have access to the Audit Committee at any time.

Gl & M—é@).

Edward E. Whitacre Jr.
Chairman of the Board and
Chief Executive Officer

ot Bl

Randall Stephenson
Senior Executive Vice President and
Chief Financial Officer

The Board of Directors and Shareowners
SBC Communications Inc.

We have audited the accompanying consolidated balance
sheets of SBC Communications Inc. {the Company) as of
December 31, 2002 and 2001, and the related consolidated
statements of income, sharsowners’ equity, and cash flows
for each of the three years in the period ended December
31, 2002. These consolidated financial statements are the
responsthility of the Company's management. Our responsi-
bility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United 5tates. Those
standards require that we plan and perform the audit to
obitain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
inciudes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall finandial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion,

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
consotidated financial position of SBC Communications Inc.
at December 31, 2002 and 2001, and the consolidated results
of its operations and its cash flows for each of the three
years in the period ended December 31, 2002 in conformity
with accounting principles generally accepted in the United
States.

As discussed in Note 1 to the financial statements, in 2002
the Company changed its method of accounting for stock-
based compensation and retroactively, restated the 2001 and
2000 financial statements for the change. Also, as discussed
in Note 1 to the financial statements, in 2002 the Company
changed its method of accounting for goodwill and other

intangibies.
ﬁ‘::wwwt v MLLP

San Antonio, Texas
February 7, 2003




S5BC BOARD OF DIRECTORS

{as of March 1, 2003)

Edward E. Whitacre Ir,, 51 %3
Chairman of the
Board and Chief
Executive Officer
h $8C Communications Inc.
San Antonic, Texas
5BC Director since October 1986
Background: Telecommunications

Gilbert F. Amelio, Ph.D., 60 “7
Senior Partner
Sienna Ventures

7 - Sausalito, California

e 5BC Director since
February 2001

Advisory DRirector 1997-2001

Patific Telesis Director 1995-19497

Background: Technology,
electronics engineering

Clarence C. Barksdale, 70 ¥
Retired Chairman of

the Board and

Chief Executive Officer
Centerre Bancorporation

5t. Louis, Missouri

5BC Director since October 1983

Southwestern Bell Teiephone
Director 1982-1983

Background: Banking

James E. Barnes, 69 "

Chairman of the Board,
President and Chief
Executive Officer

‘ Fim,  (Retired)

MAPCO Inc.

Tulsa, Oklahoma

SBC Director since November 1990

Background: Diversified energy

August A, Busch I, 65 %43
Chairman of the Board
Anheuser-Busch

Companies, Inc.

g ‘ St. Louis, Missouri

SBC Director since October 1983

Southwestern Bell Telephone
Director 1980-1983

Background: Brewing, family
entertainment, transportation,
manufacturer of aluminem
beverage containers

The Honorable
William P. Clark, 71 9
Senior Counsel
Clark, Cali and
Negranti, LLP
San: Luis Obispo, California
SBC Director since Aprii 1997
Pacific Telesis Director 1985-1997
Backgroantd: Law, ranching

PAGEDN B2

Martin K. Eby Jr., 68 97
Chairman of the Board
The Eby Corporation

Wichita, Kansas

- SBC Director since
tune 1992

Background: General building

construction

Herman E. Gallegos, 72"*

Independent
Management
Consultant

y Galt, California

SBC Director since April 1997

Pacific Telesis Director 1983-1997

Background: Management

consulting

less ¥. Hay, 72"
Chairman
HCB Enterprises inc
Chairman

Texas Foundation for
ngher Education, Dallas, Texas

5BC Director since April 1986

Background: Financial services

James A, Henderson, 58 &7

Retired Chairman and
Chief Executive Officer

Cummins Inc.

Al Columbus, indiana

SBC Director since October 1999

Ameritech Director 1983-1999
Background: Manufacturing

Admiral Bobby R. Inman, 71 %9

United States Navy,
Retired

Austin, Texas

SBC Director since
March 1985

Background: Private investment,
education

Charles E. Knight, 67 %9

Chairman of the Board

% Emerson Electric Co.

5t. Louis, Missouri

SBC Director since
October 1983

southwestern Bell Telephone
Director 1974-1383

Background: Electrical
manutfacturing

Lynn M. Martin, 63 &
Chair of the Coundil
for the Advancement

of Women
Advisor to the Firm
Deloitte & Touche LLP
Professor, J.L. Kellogg
Graduate School of Management
Northwestern University
Chicago, lllincis
SBC Director since October 1959
Armeritech Director 1993-1999
Background: Consulting, former
Congresswoman and
Secretary of Labor

John B. McCoy, 59 %%

Retized Chairman and
Chief Executive Officer
BANK ONE CORPORATION

&ﬁr- Columbus, Chio

SRC Director since October 1999
Ameritech Director 1991-1599
Background: Banking

Metz, Ph.D,, 6559
President

| S. H. Cowell Foundation
F san Francisco, California
SBC Director since

April 1997

Pacific Telesis Director 1986-1997
Background: Education,

Mary S.

administration

Toni Rembe, Esq., 66 ¥

Partner

Pillshury Winthrap LLP

San francisco, California

SBC Director since
January 1998

Advisory Director 1997-1998

Pacific Telesis Director 1991-1997

Background: Law

5. Donley Ritchey, 63 ¥

g Managing Partner
Alpine Partners
; " Chairman and Chief
‘ ; Executive Officer
(Retired)
Lucky Stores, Inc.

Danvilte, Califarnia

SBC Director since April 1997
Pacific Telesis Directar 1984-1997
Background: Diversified retail

Joyce M. Roché, 55 “®
i President and Chief

Exacutive Officer
Girls Incotporated
B New York, New York
SBC Director since October 1998
Southermn New England

Telecommunications

Director 1997-1998
Background: Marketing

Ing. Carlos Siim Helq, 63 “®
Chairman of the Board
Carso Globa! Tefecom,
S.A de V.
Chairman of the Board
Teléfonos de Meéxico, 5.A, de C.V.
Chairman of the Board
América Movil, 5.A. de CV.
Mexico City, Mexico
SBC Director since September 1993
Background: Telecommunications,
cansumer goods, automaobile parts,

canstruction, retailing

Dr. Laura D’Andrea Tyson, 55 %9

Dean

London Business School

tondon, England

i SBC Director since
Octeber 1929

Ameritech Director 1997-1999

Background: Economics, education

Patricia P. Upton, 64 *7
President and

Chief Executive Officer
Aromatique, Ing.

». Heber Springs, Arkansas
SBC Director since June 1993
Background: Manufacturing
and marketing of deccrative
home fragrances

Committees of the Board:
(1) Audit
(2) Corporate Development
(3) Carporate Governance

and Nominating Committee
{4) Corporate Public Palicy

and Environmental Affairs
(5) Executive
{6) Finance/Pensicn
(7) Human Resourtes




EXECUTIVES OF 5BC AND

ITS SUBSIDIARIES

SBC Senior Executives

Edward E. Whitacre Jr., 61
Chairmarn & CEO
$8C Communications Inc.

John H. Atterbury IF, 54
Group President-Operations
SBC Communications Inc.

James W, Callaway, 56
Group President
$8C Communications Inc.

wiltiam M. Daley, 54
President
58C Communications Inc.

James D, Ellis, 59

Senior Executive Vice President
& General Counsel

S8C Communications Ing,

¥aren E. lennings, 52

Seniar Executive Vice President-
Human Resources and Cammunications
SBC Communications Inc.

James 5. Kahan, 55
Senior Executive Vice President-
Corporate Development

- $BC Communications Inc.

Forrest E. Miller, 50
Group President-Corperate Pianning
SBC Communications Inc,

Randall L. Stephenson, 42
Senior Executive Vice President & CFO
SBE Communications Inc.

Rayford Wilkins Jr,, 51
Group President-S8C Marketing ant 5ales
SBC Communications Inc.

Other Executives

Dorothy T. Attwood, 43

Senior Vice President-Faderal
Regulatory Strategy and integration
SBC Telecommunications, Inc.

Terry D. Bailey, 46
President-Consumer Markets
SBC Southwest

William A, Blase Ir., 47
fresident & CEO

SBC Southern New England
Telecommunications

Kirk R. Brannock, 45
President-Network Services
S8C Midwest

Cynthia J, Brinkey, 43
President-Missouri
S8C Missouri

Connie L. Browning, 49
President-Ohio
$8C Ohio

Louis R. Casali, 51

President

SBC Advanced Solutions, Inc.
SBC Internet Services

Margaret M. Cerrudo, 54
Senior Vice President-HR Services
SBC Operations, inc.

Lea Ann Champion, 44

Senior Executive Vice President &
Chief Marketing Cfficer

SBC Operations, inc.

Frederick BR. Chang, 47
President-Technology Strategy
SBC Gperations, Inc.

David A. Cole, 54
President-Industry Markets
SBC Telecormmunications, inc.

Catherine M. Coughlin, 45
President-Valued Signature and ISPIMMA
Business Lommunications Services

SBC Midwest

Patrida Diaz Dennis, 56
Seniar Vice President,
General Counsel & Secretary
58C West

Richard C. Dietz, 56
President and Chief Executive Officer
58C Enterprisas, Inc,

Maurice E. Drilling, 47
President-Arkansas
SBC Arkansas

James M. Epperson Ir., &7

Senior Vice President-

State Legislative and Political Affairs
SBC Telecommunications, Inc.

Robert E. Ferguson, 43
President-Business Communications Services
SBC West

George S. Fleetwood, 49
President-Indiana
SBC Midwest

Andrew M. Geisse, 46
Vice President-Enterprise
Software Solutions

SBC Services, Inc.

Michael N. Gilliam, 50

Vice Prasident-Long Distance
Compliance Retief

SBEL Telecommunications, Inc.

Edward L, Glotzbach, 54
Executive Vice President &
Chief Information Officer
SBC Dperations, Inc.

Yhocencio Gonzatez, 45
President
SBC Long Distance

José M. Gutiérrez, 41
Senier Vice President-Sales, .
SBC Directory Operations

Michael Q. Hamilton, 47
President-Globat, Large and

GEM Business Communications $Services
SBC Midwest

Timothy 5. Harden, 49
President
S8C Telecom, Inc.

Cartie 4. Hightman, 45
President-lliinois
S8C Hinois

Priscilla L. Hifl-Ardoin, 51
Senior Vice President-Regulatory Compliance
5BC Telecommunications, Inc.

John D. Hull, 50
Regional President-5an Diego
SBC West

Ross K. Ireland, 56
Senior Exerutive Vice President-Services
SBC Services, Inc.

Mark A. Keiffer, 42
President-Business
Communications Services
SBC Southwest

Jonathan P. Klug, 47
Vice President-Finance,
58C international, Inc.

Paul V. LaSchiazza, 45
President-Wisconsin
SBC Wisconsin

Linda 5. Legg, 52

Vice President, General Counsel
& Secretary

SBC Directory Qperations

Marsha J. Lindsey, 51
President-Okiahoma
SBC Oklahema

Robin G. MacGillivray, 48

Senior Vice President-Strategic Process
Improvement-Sales, Marketing

and Call Centers

58C Operations, InC.

Paul K. Mancini, 56
Vice President & Assistant Genera! Counsel
$BC Telecommunications, Inc.

Mary T. Manning, 52
Senior Vice President-Corporate Real Estate
SBC Services, Inc.

Cynthia G. Marshatl, 43

Senior Vice President-Regulatory and
Constituency Relations

SBC California

Norma Martinez Lozano, 46
President-Diversified Businesses
SBC Operations, Inc.

william B. McCullough, 51
Vice President-Competitive Analysis
SBC Telecommunications, inc.

Shawn M, McKenzie, 44
President-SBCI South Africa
SBC International, Inc.

Timothy P McKone, 38
Senior Vice President-Federal Relations
SBC Telecommunications, Inc.

John T. Montford, 5%

President-External Affairs

SBC Southwest, SBC Southern New England
Telephone Cempany, SBC Southern

New England Teiecommunications

Melba Muscarolas, 41
Senior Vice Presidgent-Legislative Affairs
SBC California

Carmen F Nava, 46
President-Consumer Markets
SBC West

Jan L. Newton, 49
President-Texas
$BC Southwestern Bel! Telephone Company

Pavid €. Nichals, 45
Senior Vice President-External Affairs-South
SBC California

Dennis M. Payne, 50
President & CEO
SBC Directory Operations

T. Michael Payne, 52
Senior Vice President & General Counsel
SBC Operations, Inc.

Michael P Phelan, 56

Vice President-Regulatary Affairs
& Public Palicy

SBC Southern New England
Telecommunications

Christopher T, Rice, 45

senior Vice President-Network Flanning
and Engineering

SBC Servites, Inc.

Alfred G. Richter Ir, 52

Senior Vice President, General Counsel
& Secretary

SBC Southwest

E. Joy Rick, 54
Vice President & Secretary
$BC Lommunications Inc.

Peter A. Ritcher, 42
Vice President-Corporate Finance
SBC Communications Inc.

A, Dale Robertson, 54
Senior Vice President
SBC Advanced Selutions, Inc.

Michael A, Rodriguez, 52
Senior Vice President-Labor and Benefits
$8C Operations. Inc.

Paul A Roth, 44
President-Consumer Markets
SBC Midwest

Mark E. Royse, 43
President-58C| Mexico
SBC Internatianal, Inc.

Charles £. Rudnick, 50
Senior Vice President-Business Marketing
$BC Operations, Inc

Sylvia 0. Samano, 47
President-External Affairs
$BC Nevada

lames B. Shelley, 49

Senior Vice President-
Strategic Process lImprovement
SBC Operations, Inc.

Charles H. Smith, 59
President & CEQ
$BC West

James C. Smith, 53
Senior Vice President-FCC
SBE Telecommunications, Inc.

John T. Stankey, 40
President & CEQ
SBC Southwest

Jobn i Stephens, 43
Vice President & Controller
SBC Communications inc.

Joyce M. Taylor, 45
Senior Vice President-External Affairs-North
SBC California

Van H. Taylor, 54
President-Network Services
SBC Southwest

W. Fred Taylor, 56
President
$8C PataComm, tng.

Randy |. Tomlin, 43
President-Kansas
S8C Kansas

Gail Torreano, 52
President-Michigan
$8C Ameritech Michigan

Michael 1. vicla, 4B
Vice President-Treasurer
SBC Communications Inc.

Joe W. Walkoviak, 55
President & CECQ
SBC Midwest

Judy W. Walsh, 62

Senior Vice President-5State
Regulatory Policy

SBC Telecommunications, Inc.

D. Wayne Watts, 49
Vice President & Assistant General Counsel
SBC Operations, inc.

Lora K. Watts, 46
President-External Affairs
SBC West

Stephen G. Welch, 59
President-Procurement and Real Estate
SBC Serviges Inc.

Angiolina M. Wiskacil, 50
Senior Vice Prasident-Network Services Staff
SBC Operations, inc.
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SHAREOWNER INFORMATION

Toll-Free Shareowner Hotline

Call us at 1-800-351-7221 between

8 a.m. and 7 p.m. Central Time Monday

through Friday. TDD 1-888-403-9700

For help with:

» Account inquiries

* Requests for assistance, including
stock transfers

» information on The DirectSERVICE™
Investment Program for Sharehalders
of SBC Communications Inc. (sponsered
and administered by EquiServe Trust
Company, N.AJ)

Written Requests

Please mail all account inquiries and
other requests for assistance regarding
your stock ownership to:

SBC Communications Inc,

c/o EquiServe Trust Company, N.A.
P. O. Box 43078

Providence, RI 02940-3078

Please mail requests for transactions
invalving stock transfers or account
changes to:

SBC Communications inc.

c/o EquiServe Trust Company, N.A.
P. Q. Box 43070

Providence, RI 02940-3070

You also may reach the Transfer Agent
for SBC, at their e-mail address:
sbc@equiserve.com

The DirectSERVICE™ Investment Program
for Shareholders of SBC Communications
Inc. is sponsored and administered by
EquiServe Trust Company, N.A. The
Program allows current shareowners to
reinvest dividends, purchase additional
SBC stock or envoll in an individual
Retirement Account.

For more information, calt
1-800-351-7221,

stock Trading Information

SBC is listed an the New York, Chicago
and Pacific stock exchanges as well as
The Swiss Exchange. SBC is traded on the
London Stock Exchange through the
SEAQ International Markets facility.

Ticker symbol (NYSE): 5BC

Newspaper stock listing: SBC or
5BC Comm

Information on the Internet

Information about SBC is available on
the Internet. Visit our home page on the
World Wide Web: http:/iwww.sbt.com

Annual Meeting

The annual meeting of shareowners
will be held at 9:00 a.m. Friday,
April 25, 2003, at:

University of the Incarnate Word
847 E. Hildebrand, Sky Room
San Antonio, Texas 78212

independent Auditor
Ernst & Young LLP

1900 Frost Bank Tower
100 W, Houston

San Antonio, Texas 78205

Requests for 10-K

The 58C Form 10-K, filed with the
Securities and Exchénge Commission,
is available in paper form by request
and also is available on our home
page on the World Wide Web:
http:fiwww.sbc.com

Investor Relations

Securities analysts and other members
of the professional financial community
may call the Investor Relations Hotline:
210-351-3327

General Information - Corparate Offices
SBC Communications Inc.

175 E. Houston

P. O. Box 2933

San Antonio, Texas 78299-2933
210-821-4105
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